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TAX FORUM
DORIS L. BOSWORTH, CPA, Editor
Peat, Marwick, Mitchell & Co.
New York, New York

this reversal of policy one step further in Rev.
Rul. 68-670, IRB 1968-53,16. The fact situa
tion the Service was required to rule upon was
a combination 2503(c) trust and a short term
673 trust. The donor established a trust where
by income might be accumulated during the
period of minority but must be distributed to
the beneficiary at age 21, or his estate in the
event of death prior to that date. Subsequent
thereto for a period of ten years and 30 days
or until the beneficiaries death, whichever oc
curred sooner, the income would be distributed
to him annually, with principal reverting to the
donor upon termination of the trust. The right
to receive income during the period of minor
ity was held to be a gift of a present interest,
subject to the annual exclusion, even though
the beneficiary had no interest in the trust
corpus.
This ruling is also interesting in that it dem
onstrates clearly the utilization of two impor
tant tax planning tools. The donor has removed
income from his top tax bracket to make avail
able more after-tax dollars for the beneficiaryfirst in the 2503(c) trust, and later in the pe
riod when the beneficiary’s income presumably
would be in the lower tax brackets. At the same
time the donor has not relinquished control of
the trust corpus. The advantages of such a
program are obvious.

UPDATING THE FORUM
Last year your attention was drawn to cer
tain cases and rulings that would have a sig
nificant effect on tax planning. Two points cov
ered must now be reviewed in the light of
subsequent Revenue Rulings.
Charitable contributions
Rev. Rul. 68-658, IRB 1968-53,10 has superceded Rev. Rul. 68-314 previously discussed.
The initial ruling was concerned with charitable
contributions made by a corporation to a foun
dation receiving its entire support from the sole
shareholder. Such contribution was deemed to
be a dividend to the shareholder, and a con
tribution by him to the foundation. Based on
the fact situation given in the ruling, this col
umn expressed concern as to all contributions
made by closely held corporations in the future.
Happily, the detailed statement of facts giv
en in the current ruling to clarify the Treasury
Department’s position allay the fears of your
editor. In the instant case the corporation trans
ferred more than one-half of their net assets;
which, in view of nominal liabilities represented
almost 50% of net worth, and the fair market
value of those assets was in excess of five per
cent of taxable income in the year of transfer.
An extreme situation such as this would not
cast doubt on the tax treatment of normal con
tributions made by closely held corporations,
even if the charity was one also favored by
the shareholders.

Tax Trials and Tribulations

The Internal Revenue Service in Rev. Rul.
68-631, IRB 1968-50,13 has started off the new
year with the revival of an old headache, par
ticularly in the transitional period. The imme
diate effect of this ruling would seem to be the
precipitation of filing many claims for refund
due to its retroactive effect with respect to tax
years beginning after January 1, 1965.
We are referring to the change in policy with
regard to the proper time for deducting State
taxes in the case of an accrual basis taxpayer.
Since 1957 the simplified tax treatment of State
tax deficiencies was permitted in accordance
with Rev. Rul. 57-105, CB 1957-1, 193. The
Service took the position that with the initial
filing of State tax returns taxpayer was disclaim
ing liability for any greater tax than that indi

Trust income to minors
In discussing some of the points covered in
our Estate Planning seminar at the Washington
meeting it was pointed out that the Treasury
Department had acquiesced to three Tax Court
decisions involving 2503(c) trusts. Based on
this action taxpayers now had the green light
to treat accumulated income in trusts for minors
as gifts of a present interest, even though the
principal did not accrue to the beneficiary until
some time after attainment of the age 21.
This was important in view of the availability
of the $3,000 annual exclusion in arriving at
taxable gifts.
The Treasury Department has now carried
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cated. Subsequent deficiencies due to a Fed
eral examination came within the purview of
the contested liability rule and as such, were
deductible in the year paid.
The position presently being taken, based on
cases quoted in the ruling, denies the “contest”
theory unless there is an overt act involved,
such as the lodging of a protest or the institu
tion of Court proceedings. State tax deficiencies
arising as the result of a Federal audit will now
be treated as relating back to the year for
which they were imposed.
In all future examinations by the Treasury
Department the agent will have to compute and
allow as a deduction the State tax deficiencies
predicated on his other adjustments to taxable
income. While this presents no great problem,
to the extent that there are additional State
taxes included in the year under review relat
ing back to years beginning January 1, 1965
through the year immediately preceding the
year being examined, such deductions presum
ably will have to be eliminated and claims for
refund filed for the proper year.
This necessitates an analysis of the tax ex
pense account of any returns of accrual basis
taxpayers that have not as yet been examined
by the Treasury Department. If the amount
involved is of sufficient materiality to warrant
further action, the filing of protective claims for
prior years is indicated.

ACCOUNTANTS’ LEGAL LIABILITY

(continued from page 15)

of knowledge whenever this is the case.
5. Working papers should always be left in
order with the answers to all questions and
doubts clearly documented and all extrane
ous material eliminated. A careful post-audit
review should aid in achieving these ends.
Auditors have a current responsibility for
information contained in prior years’ work
ing papers to the extent pertinent to the
current examination.
6. Unsavory clients can be a problem to an
accountant.
7. If the appeals in the Continental case are
unsuccessful, the AICPA may have to estab
lish guidelines in matters such as indirect
loans to officers and the use of a company’s
stock as collateral for recorded assets.
8. See your legal counsel early and often.
Never testify in court or in pre-trial pro
ceedings without your attorney and a wit
ness being present.

“INFORMATION SYSTEMS FOR MAN
AGEMENT PLANNING AND CONTROL,”
Thomas R. Prince, Richard D. Irwin, Inc.,
Homewood, Illinois, 1966, 408 pages, approxi
mately $11.50.

Ever since the computer revolution, the
accounting literature has discussed the future
role of the accountant as an expanded one,
with the accountant responsible for a total
information system rather than just an account
ing system. Or, as Thomas R. Prince states,
the transition is from “a traditional accounting
system to an economic activity system which
encompasses all types of economic data.”
INFORMATION SYSTEMS FOR MAN
AGEMENT PLANNING AND CONTROL
will provide the accountant with an under
standing of a total information system and
will do so on a broad, conceptual basis without
burdening the reader with all the minute,
technical details accompanying mathematical
formulas and computer programs. It is both
easy to read and to understand.
Written by an accountant, its approach is
to start with a discussion of traditional in
formation systems—responsibility accounting
systems and profitability accounting systems.
The book next treats information systems for
production, inventory management, inventory
control, marketing management, sales analysis,
and credit control. From there, the reader is
introduced to total information systems and
simulation. Problems of internal control and
external audit of these advanced information
systems are also discussed.
To fully appreciate the book, a reader
should have a background in cost accounting
(including standard costing), budgeting, and
business organization. The book is not intended
to make him technically competent to write
a computer program for a simulation of his
firm. It does provide a good basic background
and understanding of a total information sys
tem and equips the reader with a more knowl
edgeable appreciation for the accountant’s
future role.
The author is honest and practical in his
approach. He cites examples of firms whose
computerized information systems were any
thing but successful and tells why. Cases are
provided at the end of each chapter so that
the reader can apply the theoretical discussion
in the chapter to a practical situation.
For the accountant interested in his future,
this book is definitely worthwhile.

Dr. Bernadine Meyer
Duquesne University
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